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ties, declines i in Aeeetiinanbebens sales, at less 
rent shortages of certain aome than have been experienced 
during the past few years.’ 

Inflation has been popularly described as a condition 
created by too much money chasing too few goods. Al- 
though this is an oversimplication, it serves a useful pur- 
pose for the understanding of the problem. Many of the 
basic elements which have caused 
the wholesale price index to in- 
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e hundred and twenty years ago, the Supreme 
Court “of the United States made the following comment 
aboug’ ‘the distribution of goods within this country: “If 


_thefe was any object riding over every other of the Consti- 


tution, it was to keep commercial intercourse among the 
states free from all invidious and partial restraints.” This 
was not a new principle, nor was it born in the new kind of 
government established under our Constitution. The prin- 
ciple had gained importance in the minds of men as free- 
dom of thought and freedom of 
action came more and more to be 





crease from 87.3 in 1941 to 177.8 at 


considered natural rights. Its real 


the end of 1951," and the index of 
retail food prices to rise from 105.5 
to 232.2 in the same period, are still 
in evidence. Heavy public spending, 
with its stimulating effect upon the 
economy, will not cease to be a dis- 
turbing factor so long as produc- 
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foundation lay, however, in funda- 
mental economic requirements, the 
development and the relationships 
of which began to take shape only 
as our new systems of economy 
evolved. With our widespread ex- 
change of goods and with the devel- 


tion and employment remain at a 
high level. Defense spending has not 
yet reached its peak. Additional in- 
flationary pressures, which may not 
appear to be strong at the present 
time, will tend to increase as spend- 
ing is accelerated. Until interna- 
tional tensions are eased, this situation is not likely to be 
greatly altered. 

For the past twelve years a combination of circumstances 
has built and fed the fires of inflation. Huge Federal deficits 
and the accompanying monetization of a substantial part of 
the public debt have created dollars faster than the economy 
has produced additional goods. The Treasury borrowed 
$214 billion in the period of five years between July 1, 1941 
and June 30, 1946. Commercial banks and the Federal 
Reserve Banks supplied approximately $86 billion of this 
amount, or roughly 40 per cent of the total. These banks 
still own about one-third of the outstanding Federal bonds. 
In spite of higher taxes, sales of bonds to individual and 
institutional savers, wartime price controls and rationing. 
and other moves which were expected to assist in holding 

(Continued on page 3) 


Industry. 


1 Much concern has been shown recently over sagging : markets 
and heavy inventories in certain lines, especially soft goods. Prices 
here and there have weakened, and a mild pessimism is becoming 
quite common. But conditions are spotty. They differ from those of 
the early postwar years, when the backlog of demand for almost all 
goods kept a constant pressure on supply and prices. Supplies have 
been increasing steadily, however, and wants of consumers have 
gradually become more completely satisfied. As a result, buyers are 
no longer pressing so hard to acquire goods which were denied them 
during the war years and those immediately following. This situation 





Portland Food Prices. 
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opment of specialization on the part 
of men, industries. and nations. the 
requirements of trade have taken 
on greater and greater significance. 
People have always specialized to 
some extent. It has always been 
necessary that, to some extent, they 
exchange their goods for the product of the labor of others. 
And they have always had the problem of satisfying an 
ever-growing multiplicity of wants. But people have not 
always been confronted with the complex relationships be- 
tween specialization, production, and exchange as they are 
experienced today. 

However, the interdependence of the production of goods 
and the market for the goods was recognized at least as 
far back as Adam Smith. Writing in 1776, he said: “. . . the 


(Continued on page : 2) 





may generate a 5 mild recession » affecting certain segments of the econ- 
omy. But we must not fail to realize that we are confronted with a 
current Federal fiscal problem which contains seeds of further infla- 
tion. In the opinion of the writer, the latter is a grave danger at the 
moment; this article is concerned with elements in that danger. The 
Federal Reserve Bank of Chicago, in commenting upon the impact of 
the budget and the additional buying power which will be made 
available to the civilian economy, states: “Unless the 1951 experi- 
ence is repeated and a substantial portion of the additional income 
is sterilized via increased rates of saving, strong inflationary pres- 
sures are in prospect for fiscal 1953.” Federal Reserve Bank of Chi- 
cago, Business Conditions, Mar. 1952, p. 6. 

“The Bureau of Labor Statistics released a revised wholesale 
price index to start with the index for Jan. 1952. The calculation 
base period (100 per cent) for the revised index is the average of the 
three years 1947, 1948, and 1949. The base for the former index was 
1926. The figures above are quoted from the bureau’s old index series. 
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Freedom of Trade Hindered by 
State-Erected Barriers 


(Continued from page 1) 


division of labour is limited by the extent of the market.” 
In the light of our economy today, these words resound 
with great insistence as we experience the dependence of 
production upon the market for goods, and conversely the 
dependence of the market upon industrial peace. Because 
industry is essentially characterized by high degrees of spe- 
cialization, and because channels of distribution provide 
specialized outlets for the products of industry, peaceful 
unrestricted distribution of these goods must be maintained 
if the wants of men and women are to be satisfied. Disturb- 
ances in the flow of goods resulting from the more or less 
normal difficulties of unrestricted competition can hardly 
be eliminated, once we have committed ourselves to a sys- 
tem of free enterprise. But if state, county, and municipal 
restrictions, often through coercion from groups organized 
in business itself, also impose their own brand of inequity 
and disturbance upon the market, and in turn reflect 
these disturbances back upon production, when may we 
hope for national or international economic peace? The 
prosperity of farmers, the jobs of workers, the rewards of 
capital engaged in production, the welfare of consumers— 
all depend upon access to markets. 

In times of emergency, restrictions to the flow of goods 
become very serious indeed. During World War II it was 
found necessary to cut across trade-barrier laws in order 
to move war materials as their need became more and more 
urgent. In war, our primary objectives of preserving na- 
tional unity and economic well-being are made obvious by 
urgent necessity. But it is in times of peace that market re- 
strictions grow, times when we can apparently afford to sac- 
rifice national welfare to state, local, or private interests. In 
spite of our avowed policy to “promote the general welfare 
and to secure the blessings of liberty,” we find in time of 
emergency that unguarded private interest has forced us 
into short-sighted thinking, that our special desires and am- 
bitions have resulted in disunion and open affront to broad 
principles of free enterprise and opportunity. During 
World War II, it was found that governmental restrictions 
had become so serious that the efforts of some 250 delegates 
from forty-seven states were required, in an attempt to 
smooth out the restraints to the free movement of goods. 

There is a certain degree of absurdity in the selfish de- 
sires which result in barriers to trade. This absurdity arises 
when we fail to realize that our economy today is dependent 
to a high degree upon the full realization of two important 





1 Adams Smith, The Wealth of Nations, Modern Library ed., p. 17. 
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conditions, (1) geographical specialization in production 
of goods, and (2) the economies incident to “full scale” 
production. Let us assume, for the moment, that natural 
markets (that is, markets whose growth has been due to the 
relative location of producing and consuming areas and to 
regional specialization of farm and industrial production ) 
were broken up into state segments through serious restric- 
tions by each state on imports from other states. The reason 
for such restrictions is most commonly given as the pro- 
tection of state industry. But what would be the result (and 
what has actually been the result) of so shortsighted a 
policy ? First, those products which normally come into one 
state from other states more naturally adapted to their pro- 
duction must be produced by each state. But the difficulty 
of producing them very often entails higher costs and in 
some instances prohibits their production altogether. And 
what of the industries which the prohibition of import was 
to protect? Retaliatory provisions on the part of other states 
discriminate against their exports, and costs of production 
tend to increase when the industry cannot take advantage 
of the lower per-unit cost of large-scale production which 
previously was enjoyed because of a wide market. If pro- 
duction is not curtailed under these circumstances, then the 
supply of the protected products increases beyond state re- 
quirements and causes prices to fall. The result is that the 
industries which were to have been protected become vir- 
tually lost. This example is, of course, exaggerated; but one 
needs only to consider the experiences of some European 
states to realize that such results follow when trade barriers 
are carried to extremes. 

The term “trade barrier,” in its most limited sense, may 
be defined as “‘a statute, regulation or practice which oper- 
ates to the disadvantage of persons, products or services 
coming from sister states, to the advantage of local resi- 
dents, products or enterprises.”* Taken in a somewhat 
broader sense, the term includes laws affecting activity 
within the state as well—restrictions by means of city ordi- 
nances or state legislation which modify marketing policies 
to the disadvantage of trade and of the consumer. 

Taylor, Burtis, and Waugh, in a report in 1939, explained 
the problem from a somewhat different point of view—de- 
fining “free trade” rather than “trade barriers.” Free trade 
is a condition in which “(1) each state and each market in 
each state admits any healthful and honestly described 
products from any part of the country without any kind of 
discrimination on account of location of the producer or 
dealer, and (2) the various state governments and the Fed- 
eral government cooperate in the development of laws and 
regulations that are as simple as possible in order that a 
shipment that is acceptable in one market will also be ac- 
ceptable in any other market in the country.””* 

Marketing regulations which present geographical dis- 
criminations of any kind are quite commonly referred to as 
“trade barriers.” The full picture of legislative and admin- 
istrative regulation of marketing cannot, however, be ade- 
quately presented without some indication of the degree to 
which nongeographical discrimination becomes possible 





“ Opening Statement of the Counsel Before the Temporary Na- 
tional Economic Committee, at the Hearings on Interstate Trade 
Barriers, Mar. 18, 1939, p. 1. 


3G. R. Taylor, E. L. Burtis, and F. V. Waugh, Barriers to Inter- 
nal Trade in Farm Products, p. 34. 
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through pressure-group manipulation of legislative and ad- 
ministrative processes. Such laws have material economic 
consequences, regardless of uniformity or nonuniformity 
as between governmental units. 

There are particular times and conditions which are espe- 
cially fertile for the production of trade barriers and regu- 
lations. 


(1) Economic crises and depressions, when natural mar- 
kets and distribution policies break down, create a strong 
tendency for special interests to attempt to protect them- 
selves from restraints or influences from the outside which 
they fear are adversely affecting them. 


(2) The threat of new competition because of changes in 
the form of marketing or of transportation results in a de- 
mand for trade barriers from those who are fearful that 
they will be unable to meet the competition likely to result 
from these new methods. Short-cutting marketing channels, 
improving services, selling direct, using highway transpor- 
tation, installing and promoting faster means of delivery, 
and greater protection to products—all these cause fear of 
encroachment upon existing interests. 


(3) The Twenty-First Amendment to the U.S. Constitu- 
tion, in its wording, admits the possibility of legal discrim- 
ination between home and outside producers in the one case 
of intoxicating liquors. Intoxicating liquors and prison- 
made goods are the only two types of articles where inter- 
state marketing may, under the Constitution. be restricted 
or regulated by the states. But this power has been, in fact, 
extended by the states for the protection of industries in 
many other fields.’ 


(4) Trade restriction has resulted from the failure to ac- 
commodate legislation to social and economic changes. An 
example is the lack of uniformity in the grading and con- 
tainer laws which are on the statute books of the various 
states. Required grades in one state may not meet the re- 
quirements of another. In some cases the demand of the 
market may have changed from the grade or container re- 
quirements of a given state. 


(5) Because of restrictive laws in one state or group of 
states. retaliatory laws are set up elsewhere in reaction to 
the imagined or real results of the original restrictions. 


(6) Trade barriers arise under the guise of the raising of 
public revenues. [It cannot be doubted that there are many 
measures on the statute books which purport to be tax laws 
but which are not intended to raise revenue but to curb cer- 
tain kinds of business activities. To determine whether or 
not a given regulation is a revenue act or an act to restrict 
trade in favor of special interests, it is often only necessary 
to look to the origin of the act. It is a fact of considerable 


*“Many states, however, for local interests, are attempting by 
subtle and indirect means to apply discriminations to other com- 
merce where they have neither the social nor legal justificiations 
that apply to liquor and prison-made goods.” [bid., p. 77. 

5 J. M. George, Summary of Testimony Before the Temporary 
National Economic Committee at Hearings on Interstate Trade 
Barriers, Mar. 20, 1940, p. 5. 

6 P. G. Agnew, National Standards—An Approach to the Elim- 
ination of Certain Types of Trade Barriers, Summary of Testimony 
Before The Temporary National Economic Committee, Mar. 20, 
1940, p. 1. 
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significance that revenue measures are instituted by per- 
sons who are interested in the accumulation of state or city 
funds, while trade-barrier laws are created by people in- 
terested in special trade privileges or advantages. The truth 
of the matter is that neither political parties nor public ad- 
ministrations are responsible for the existence of trade- 
barrier statutes. Many laws that are now on the statute 
books relating to marketing and distribution were put there 
by businessmen and groups of businessmen.* “Most state 
and municipal barriers grow up as a result of using political 
methods to settle a problem instead of seeking a funda- 
mental solution.”° Consequently, an understanding of the 
origin and of the promoters of some of the Federal laws. 
state statutes, and city ordinances affecting distribution will 
often disclose the primary reasons for the existence of laws 
which regulate trade. 


Our business interests seem to be more important than 
our interest as consumers; consequently, a representative 
government such as ours becomes, to a large measure, a 
political tool of willing legislators and men or groups of 
men seeking advantage and special privilege for their busi- 
ness interests. Now as in ages past we neglect the greater 
good and fetter our economic freedom with many kinds of 
lezal barriers as we vie with each other for special consid- 
eration and for guarantees of security through legislation. 
It is thought by some people that to make it legal is to make 
it right. On the contrary, those who seek to legalize special 
privilege and to use government agencies to regulate trade 
to their advantage are doing nothing less than requesting 
that the police force and the courts of the state support their 
personal ambitions. 





Federal Fiscal Policies Can 
Help Control Inflation 
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prices in line during the past few years, we have recently 
witnessed two marked periods of rising prices. From 1940 
to V-J Day. the wholesale price level advanced 34 per cent. 
A more drastic increase of 57 per cent occurred between 
V-J Day and January 1948. During the following two 
years, prices were generally stable, but the upward trend 
started again in 1950. Although this was checked in 1951. 
the overall causal conditions have changed very little and 
some inflationary pressures continue to be evident.* 

For the year or two immediately ahead, one may be justi- 
fiably concerned over the probable effects on the price level 
of the proposed 1952-53 Federal budget. If expenditures 
approach $85 billion, the amount requested by the Presi- 
dent, and if revenues total no more than $71 billion, as 
estimated under existing tax laws, the resulting deficit of 








* In some quarters, it is believed that prices will continue to rise 
in the major countries of the world for an indefinite period of time— 
that this is an age of inflation. The claim is made that war and war 
threats, demands for full employment, the expansion of welfare proj- 
ects, and other forces now at work make almost certain the continua- 
tion of deficits and cheap money, with accompanying inflationary 
trends, in the years to come. For a concise statement of this view, see 


The Economist, Aug. 18, 1951, pp. 382-384. 





$14 billion’ may have unfavorable effects on prices and 
welfare in general. It is expected that expenditures will be 
reduced considerably, but in the absence of new tax laws 
a deficit appears likely. Borrowing under prevailing eco- 
nomic conditions should be prevented. 

By means of appropriate fiscal policies, the Federal gov- 
ernment may fight a trend toward further inflation. This 
fight may be waged by a reduction in public spending, by 
increased taxation, by a revamping of the tax system to 
shiit burdens to areas where they may serve better as con- 
trol devices, by skillful debt management, or, probably best. 
by some combination of these several means. In their larger 
aspects, fiscal policies are closely related to credit policies 
of commercial and Federal Reserve Banks, and these poli- 
cies, in turn, bear directly upon the operation of the mone- 
tary system. Fiscal devices in their functioning affect in- 
come distribution, employment, savings, investment, and 
a host of other segments of the economy, including interna- 
tional economic affairs. 

The overall problem of utilizing fiscal policies effectively) 
in the promotion of economic welfare is so complex that 
almost any concrete program will find some of its parts 
working at cross-purposes with others. However, at this 
time and under prevailing conditions, it is reasonable to 
expect that a concerted attack will be made against the men- 
acing danger of further inflation by bold Congressional 
actions relating principally to expenditures and taxation. 
The next Federal budget should be balanced; there should 
be no problem arising now out of additional deficits. The 
related problem of how best to manage the existing debt is 
always difficult (careful treatment of the involved matter of 
debt management is not possible in this brief article). 

An economy of military preparedness is a necessity to- 
day. Federal expenditures must be geared to the demands 
of an adequate defense program. Unfortunately it is exceed- 
ingly difficult for anyone to be precise in determining what 
constitutes adequacy in this vital area. In the proposed 
budget for the 1952-53 fiscal year, outgo for defense and 
for foreign aid, the latter being primarily for building Eu- 
ropean defenses, totals about $63 billion. Other expendi- 
tures related to national security will add perhaps another 
$5 billion to the total for defense.® While it is essential to 
have military security, it is equally important to make cer- 
tain that our economic strength is not impaired in an at- 
tempt to reach this goal. Defense-generated income can 
cause serious maladjustments in the economic system. It 
adds to inflationary pressures which must be counteracted 
in order to prevent a possibly disastrous undermining of 
the economy. This means simply that those in position to 
scrutinize defense spending have an obligation to examine 
with great care the proposed outlays and to appropriate the 





+ Although the budget deficit is approximately $14 billion, the 
cash deficit is about $4 billion less than this amount. The difference 
is accounted for chiefly by the fact that social-security tax receipts 
exceed social-security benefit payments by $4 billion. Insofar as the 
effects of tax and expenditure policies on inflation are concerned, the 
cash deficit is the more significant. It shows the difference between 
the amount collected by the Treasury from taxpayers and the sum 
paid out by the Treasury for goods and services, exclusive of what is 
borrowed and spent. 

* The gross national product for 1953 in terms of current prices 
will probably be in excess of $325 billion. The total Federal expendi- 
tures will be roughly one-fourth of this amount. 
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minimum amount needed to provide safety and security. A 
similar critical examination should be made of all the re- 
maining expenditure items in the proposed budget. Federal 
spending contributes heavily to the inflationary gap, that is, 
to the difference between what buyers are ready to spend 
and the value of goods at noninflationary prices. It is im- 
perative that this gap be strictly controlled. There is some 
reason to doubt that the Federal government can spend $85 
billion within a year in an effective and economical manner 
—in such a way that proper value is received for each dol- 
lar spent and wanton waste is prevented. A vigilant and 
systematic review of all requests for public funds is posi- 
tively in order. 

Although something can be done to prevent further in- 
flation by a reduction in public expenditures, there are defi- 
nate limits upon possible accomplishments in this area. be- 
cause of the clouded international picture. Attention must 
be directed, therefore, to tax policy as an important anti- 
inflation tool. Once expenditures are pared to a realistic 
point, revenues should be made adequate to balance the 
budget. This may make necessary an increase in tax receipts 
over the estimated $71 billion in fiscal 1952-53. Additional 
revenues, if needed, should be obtained without flagrant 
violation of the canons of equity and economy in taxation. 
Economy in taxation calls not only for administrative ef- 
ficiency but also for minimum repressive effects of taxes 
upon the functioning of the economic order. 

An increase in prices is sometimes the result of a push 
occasioned by rising costs, especially wages and taxes of 
certain types.“ More often, however, a price increase can 
be attributed to the pull of demand." It is chiefly because of 
shifts in demand caused by taxes that tax measures are 
found to be effective means of controlling inflation. But the 
real burden upon society which results from building its 
defenses is to be found in the diversion of goods and serv- 
ices from civilian to military uses. This burden can never be 
lessened by inadequate taxation. 

The major sources of Federal revenue are net income 
taxes, personal and corporate, and excises. It is estimated 
that, under present revenue laws, direct taxes on individ- 
uals will yield $33 billion in fiscal 1952-53. Corporation 
taxes are expected to yield $27.8 billion, excises $9.7 bil- 





6 General sales taxes, excises, and other forms of consumption 
levies tend to be shifted to consumers in the form of higher prices. 
The argument that these taxes are inflationary has little weight, how- 
ever, because total demand is reduced to some extent as a conse- 
quence of the tax burdens falling on consumers. Some contend that 
income taxes, especially those levied on corporate net income, are 
costs and consequently push prices upward. But, in the op‘nion of 
the writer, the corporate net income tax is not shifted in the great 
majority of cases, and its incidence tends to be on the stockholders 
(owners) of the corporation. It is possible that a corporation which 
is satisfied with its profits, even though net earnings might be greater 
under a different price policy, will be prompted to raise prices if 
income-tax rates are increased, in an effort to keep profits after taxes 
at a fairly constant level. But economic analysis leads to the conclu- 
sion that this would be an exception to the tendency for corporate 
income taxes not to be shifted forward to consumers. For a statement 
of this thesis, see C. Ward Macy, “The Corporation Net Income Tax 
and The Cost-Price Structure,” Bulletin of the National Tax Associ- 
ation, vol. XXIX, pp. 231-234. 

7 The cost-push and demand-pull influences on prices are well 
analyzed in a recent small volume dealing with problems of financing 
defense. See Albert G. Hart and E. Cary Brown, Financing Defense, 
Twentieth Century Fund, 1951. 
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lion, and employment taxes $5 billion. Most of the receipts 
from this last source are earmarked for the Federal old-age 
and survivors insurance trust fund and, therefore. are avail- 
able for current use by the Treasury only as they are bor- 
rowed from this fund. Miscellaneous sources account for 
the remaining revenue anticipated for the next fiscal year, 
the total of which will net the Treasury about $71 billion, 
exclusive of receipts from social-security taxes.® 

In the search for additional revenues, higher social-se- 
curity taxes have been suggested as one possible source. 
Admittedly there is a broad tax base here and more funds 
could be obtained by an increase in the rates. But to use 
additional receipts from social-security taxes for general 
purposes would violate the original objective of these levies. 
Unless the needs of the social-security program warrant a 
boost in rates, which would mean, under existing proce- 
dures, that the added receipts could only be borrowed from 
the social-security reserve, this source should not be tapped. 
It would not be equitable to throw a heavier financial bur- 
den of defense upon those who are covered by the social- 
security laws. If this group as a part of a larger group 
should be taxed more in order to help defray expenditures 
for defense and other general purposes, then a means of 
taxation more inclusive than social-security levies needs to 
be used. 

A spendings tax is another revenue device that has sup- 
port in certain quarters. This tax places emphasis upon the 
use which people make of their earnings rather than upon 
the amount of their earnings. It would provide an incentive 
to save, which would be salutary under present conditions. 
But, in spite of certain favorable aspects of this suggested 
revenue measure, including its capacity to yield substantial 
amounts to the Treasury, the administrative difficulties in- 
volved seem too difficult to warrant its serious considera- 
tion. A careful record of income, savings. and assets of each 
family would be necessary at all times to make this tax ef- 
fective, because spendings from accumulated savings, in 
addition to those from current income, would be subject to 
taxation. 

It seems evident that chief reliance for revenue will con- 
tinue to be placed upon the two major sources now in use, 
namely, commodity and income taxes. Within the com- 
modity realm, a general retail sales tax is always a possible 
addition to present excises, or a substitute for some of them. 
This tax would not encounter the same administrative prob- 
lems that are inherent in a spendings tax, a revenue measure 
which would also be largely in the nature of a commodity 
levy. But there are objections of a different type which are 
commonly made against a general retail sales tax. the chief 
one being its regressivity and the heavy burden that it im- 
poses upon those least able to pay. This tax is usually sup- 
ported on grounds of its productivity. At the national level, 
a 2 per cent levy would probably yield $3 or $4 billion. But, 
while this amount is substantial and would help to bring 
the next budget into balance, selective sales taxes, or excises, 
are more equitable and appropriate types of consumption 
taxes, 

A good case can be made for the use of excises at the 





5 Figures and comments on the 1952-53 Federal budget are readily 
available and can be found in many publications. One clear and con- 
cise summary is “Federal Finances,” Monthly Review, Federal Re- 
serve Bank of San Francisco, Jan. 1952. 
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present time. Some of these are demand shifting in their 
effects, which means that they cause a decrease in expendi- 
tures on taxed articles but an increase in spending on sub- 
stitute commodities. They are not a good source of revenue, 
for obvious reasons, but they may be used to shift civilian 
demand away from scarce articles needed for defense. Other 
excises are demand absorbing, causing an increase in 
spending on taxed articles but a decrease in outlay for other 
items.” These may yield large amounts of revenue and cut 
back total demand. It is difficult to avoid unfairness in the 
use of excises, because the selection of the commodities to 
be taxed involves arbitrary action. In general, however, if 
luxury and semiluxury articles are chosen, the danger of 
inequitable treatment will be kept at a minimum. Although 
care must be exercised in the use of commodity taxes, no 
less than $10 to $11 billion may be obtained annually from 
these sources in the next fiscal year. If necessary, careful 
consideration should be given to a moderate expansion in 
the use of excises in order to help balance the next budget. 

The remaining sources of revenue for review, namely, 
personal and corporate income taxes, are the most impor- 
tant ones from the standpoint of productivity. As devices 
to fight inflation, these are of vital significance. Since these 
taxes tend not to be shifted, they contribute little if any- 
thing to price increases. On the contrary, they absorb funds 
which would otherwise, in part, be used in the markets to 
purchase goods and services, and thus have an anti-infla- 
tionary effect. Personal income taxes, if rates are adjusted 
properly, conform to the ability-to-pay principle, which is 
generally accepted as a principle in harmony with justice in 
taxation. This principle is not so clearly applicable to cor- 
porate income taxes, and these need to be defended on other 
grounds—perhaps expediency in the face of crying needs 
for revenue. 

There are many glaring weaknesses in the present income 
taxes, both personal and corporate. Additional revenue can 
be obtained by changes in the laws and by more effective 
administration of existing laws. Withholding of taxes on 
dividends and interest is needed; income in kind should be 
taxed; the capital gains and losses provisions should be re- 
vamped. Other changes may be made which would add to 
total receipts. As a last resort, exemptions allowed individ- 
uals may be further lowered and rates may be increased to 
some extent if fiscal exigencies dictate these moves. Over 
the long period, more taxes, obnoxious and burdensome 
though they may be, will result in less real sacrifice than the 
increased inflation which may result from failure to balance 
the next Federal budget. In connection with both personal 
and corporation income taxes, there is always the danger 
that rates may become so high that incentives are lessened, 
savings and investment are reduced, and production is hin- 
dered. It is difficult to find concrete evidence that these ill 
effects have actually occurred to date except in isolated 
cases, but their possibility must not be ignored. It seems 
reasonable to believe that taxpayers will be disposed to sub- 
mit quite willingly to the burdens of taxation if convinced 
that taxation is the most effective safeguard against more 
inflation and the accompanying threat to their financial se- 
curity in the future. 





® An excellent analysis of the use and probable consequences of 
demand-shifting and demand-absorbing excises is provided in Hart 
and Brown, op. cit., chap. 4. 
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It has long been maintained by many that there would be 
little justification in the taxation of corporation income if 
(1) this income could be properly and completely taxed as 
income of the owners of the corporation to whom it belongs, 
and (2) corporations could be properly taxed in other 
ways, e.g., through franchise levies, capital-stock taxes, 
etc., for the rights which they enjoy as corporations under 
the law. But the Federal government has regularly taxed 
the income of corporations for about forty years, and there 
has been no agreement on the use of a better method than 
that of a direct levy on corporate profits. With this source 
of revenue now expected to yield close to $28 billion an- 
nually, there is no chance for any drastic change in the cur- 
rent method of reaching corporate profits. Taxes on cor- 
poration income mean less dividends, less spendable funds 
for stockholders, and less spending by corporations of funds 
which might be retained for expansion purposes. Thus they 
have an anti-inflationary effect. The acute nature of the 
present fiscal problem is such that many of the usual criti- 
cisms made of the corporation income tax tend to be ig- 
nored. Higher rates on corporate income and excess profits 
seem not to be in order at the moment, but the needs of the 
Treasury dictate the continuation of the present rates on 
corporate net earnings. 

Tax laws of 1950 and 1951 have brought to the Federal 
government large amounts of additional revenue, chiefly by 
means of higher levies on personal and corporate incomes. 
If further tax funds need to be obtained, the main burden 
will necessarily fall upon individuals in the middle- and 
low-income brackets, for the simple reason that the bulk of 
the taxable income is found in these areas. It would be bet- 
ter to raise direct taxes here than to rely entirely on con- 
sumption levies, especially the general retail sales tax. 

As stated above. the Treasury is confronted with the pos- 
sibility of a $14 billion budgetary deficit, or a cash deficit 
in excess of $10 billion, in the 1952-53 fiscal year. The first 
vigorous attack upon this problem should be on expendi- 
tures. Perhaps $8 billion may be taken out of the $85 billion 
requested by the President. This is only a guess. and a hope, 
but some Congressmen talk in these terms. If this is accom- 


plished, only a relatively small amount of new revenue will 
he needed to balance the budget.'° But whatever the amount. 


an effort should be made first to obtain it by closing loop- 
holes and by better administration of existing laws. If more 
revenue is then needed, some additional excises and a mod- 
est boost in personal income taxes will provide it. With a 
balanced budget, the danger of further inflation will be 
slight. 





The Federal Reserve Bank of San Francisco reports that 
member banks in Washington and Oregon combined had 
12 per cent greater total earnings in 195] than in 1950, 
but net profits were 4 per cent lower. In the Twelfth Fed- 
eral Reserve District. large banks had better earning ex- 
perience than smaller ones—the fifteen largest banks 
showed a 4 per cent gain in net profits: the average rise 
was 2 per cent. 

10 Tax receipts in recent years have been running rather consist- 
ently above early estimates. If this should continue through 1953, and 
if expenditures can be cut substantially, the budget deficit to be 
erased by additional taxes may be very small. 
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Opportunity Seen for Oregon 
Ceramics Industry 


The ceramic industry in the United States has an output 
of approximately $3 billion annually. It is closely associ- 
ated with our everyday living, both in the home and in 
industry. since it provides us with glass for windows and 
utensils; brick and tile for building: vitreous enamels for 
sinks, tubs, stoves, and refrigerators: chinaware, pottery, 
and tile; electrical and chemical porcelain; refractories 
and abrasives. 

The essential requirements for the establishment of a 
plant which will manufacture a ceramic product or process 
a ceramic material may be listed, in order of importance: 
(1) low-cost fuel (natural gas, oil, electricity); (2) raw 
material supply—local supply or low-cost transportation 
to make material accessible: (3) ready market for prod- 
uct: (4) ready supply of labor. 

In the East, where most of the large manufacturers are 
located at the present time. these requirements are becom- 
ing less and less easily fulfilled. Fuel supplies are becoming 
short: this is particularly true of electric power. Cost of 
raw-material transportation by rail is increasing: labor is 
becoming difficult to obtain, because of expanded indus- 
trialization. 

While the manufacture of common clay products such 
as brick, tile, etc. is rather well established in the state of 
Oregon. especially in the Willamette Valley, the quality of 
some of the products produced could be improved. This is 
not the fault of the raw material but rather of the methods 
of production. The development of more modern methods 
of manufacture should be investigated, in an attempt to im- 
prove the product as well as decrease costs by increased 
production. 

From the standpoint of commerial supplies of raw mate- 
rial within the state and raw materials accessible to the 
Portland area by ocean freight as ballast or cargo. the most 
likely new ceramic industries to be considered are refrac- 
tories, abrasives, and whitewares. 

Deposits of refractory clays. described in Wilson and 
Treasher’s report on refractory clays of western Oregon.’ 
could supply a manufacturer with sufficient raw material 
to produce a very good grade of firebrick or fire-clay prod- 
ucts which could be used throughout the Pacific Northwest 
and would find new markets as industry developed in the 
area. 

The abrasive and refractory industry is already estab- 
lished, in part, at Vancouver. Washington, where the Car- 
borundum Co, has built a plant for the production of sili- 
con carbide grain for abrasive and refractory use. The 
abrasive industry is producing at the present time more 
than ever before, but cannot meet the huge industrial de- 
mands. (The Carborundum Co. has announced plans for 
doubling the present capacity. ) 

With the potential of more electric power from the new 
installations in the Columbia River Basin area, the electric- 
furnace operation for the manufacture of silicon carbide 
and alundum grain could provide a real incentive to other 





1Hewitt Wilson and Ray C. Treasher, Preliminary Report of Some 
of the Refractory Clays of Western Oregon, Oregon Dept. of Geology 
and Min. Ind. Bull. 6, 1938. 
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manufacturers to move into the Portland area and not only 
produce the raw material (as is Carborundum at the pres- 
ent time) but also manufacture abrasive wheels. coated 
product refractories, ete. 

The whiteware industry is one of the most varied 
branches of the ceramic industry; it includes the follow- 
ing products (not necessarily in order of importance) : 
sanitary ware, vitreous floor tile, wall tile, dinnerware, 
electrical porcelain (low and high tension) , chemical stone- 
ware and porcelain. 

Considering the growth of power in the Pacific North- 
west, one of the most essential needs at the present time 
seems to be a local supply of electrical insulators both of 
low- and high-tension type for use in the many power proj- 
ects now under construction, including the REA program. 
Raw materials used for this industry are various clays, tale, 
and more recently zircon and rutile (or titania) products. 

At the present time a small plant equipped to produce a 
line of low-tension insulators would probably succeed in 
the Portland area. Low-tension ceramic insulators include 
those used in homes, on farms, and for routine power loads 
in factories, mines, and similar establishments. Such units 
are powered with voltages not exceeding 440 volts. A few 
of the products which a plant of this type would produce 
are unglazed nail knobs, tubes, cleats, outlet boxes, sockets, 
and switches. Other items might be glazed products such as 
farm fence insulators, telephone and utility outlets, neon 
sign parts, and radio receiver parts. After a firm market is 
established in the low-tension field, the plant could develop 
a line of high-tension insulators for transmission purposes. 

Chemical porcelain can also be produced in a plant 
which is equipped to manufacture electrical porcelain, al- 
though the production of chemical ware is usually a spe- 
cialty type of production involving a very high-grade type 
of ware and very pure raw materials. However, there is a 
very good profit possibility in the production of this type 
of ware. 

Because of competition from California the development 
of a tile, dinnerware, or sanitary-ware industry would not 
be wise at this time. The Crane Co. and Universal Rundel 
Co.. Inc. have recently built new plants in the Los Angeles 
area to produce sanitary ware for the western market. 

The raw materials available within the state seem to be of 
relatively low grade as far as kaolins or clays of whiteware 
types are concerned. However, the lack of pure clay mate- 
rial has not prevented the industry’s development in Cali- 
fornia. With the port facilities that are available in Port- 
land, clays can be shipped in very cheaply as ballast. 
Feldspars are available from Montana, Idaho, and possibly 
British Columbia; and the local volcanic ash, perlite, and 
other volcanic products could be used as low-cost substi- 
tutes in many products. 

A new locally organized industry would have to compete 
with the pressure of established trade names. There would 
also be problems connected with the development of a 
product from new material sources. This combination of a 
new product plus the development of a new market could 
defeat an organization unless it is in excellent financial con- 
dition and possesses good technical assistance.—Adapted 
from an article by C. W. F. Jacobs in the March 1952 issue 
of Ore.-Bin, published by the Oregon State Department of 
Geology and Mineral Industries. 
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PORTLAND FOOD PRICES 


The University of Oregon’s Bureau of Business Research reports 
that, of 54 foods priced in mid-April, 24 were lower than a month 
earlier, 23 were higher, and 7 were the same. Fats and oils showed 
considerable declines, butter dropping 6.2 cents. 

The preliminary average prices of those foods entering into the 
Bureau of Labor Statistics’ Portland Food Index are calculated by 
the Bureau of Business Research to permit more rapid release. 

-— In Cents 
Average Change 


Apr. 15, from Last 
1952 Month 


— a 
Apr. Range 
r— of Prices -~ 
Commodity and Unit High Low 

Cereats & Bakery Propucts: 
Cereals: 
Flour, wheat (5 lbs.) 
Corn flakes (12 oz.) 
Corn meal (Ib.) 
Rice (Ib.) 
Rolled oats (20 oz.) 
Bakery products: 
Bread, white (lb.) 
Vanilla cookies (7 oz.) 
Layer cake (Ib.) 
Meats, Pouttry & Fisa: 
Meats: 
Beef: 
Round steak (Ib.) 
Rib roast (lb.) 
Chuck roast (lb.) 
Frankfurters (lb.) 
Hamburger (lb.) 
Veal: 
Cutlets (Ib.) 
Pork: 
Chops (1b.) 
Bacon, sliced (lb.) 
Ham, whole (lb.) 
Salt pork (Ib.) 
Lamb: 
Leg (lb.) 
Poultry: 
Fryers, N.Y. dr. (lb.) 
Fish: 
Salmon, pink (16 oz.) 
Salmon, fresh 
Dairy Propwcts: 
Butter (lb.) 
Cheese, Amer. proc. (Ib.) 
Milk: 
Fresh, delivered (qt.) 
Fresh, grocery (qt.) 
Evaporated (14% oz. can) 
Ice cream (pt.) — 
Eces, Fresh (doz.) 
Freirs & VEGETABLES: 
Fresh: 
Apples (lb.) 
Bananas (lb.) _. 
Oranges (size 200, doz.) 
Beans, green (lb.) 
Cabbage (lb.) 
Carrots (bunch) 
Lettuce (head) 
Onions, yellow (lb.) 
Potatoes, white (15 lb.) 
Sweet potatoes (lb.) 
Tomatoes (lb.) — 
Frozen: 
Peas (12 oz.) . 
Strawberries, sl. (12. oz. )_ 
Orange juice, conc. (6 oz.) 
Canned: 
Peaches (no. 2% can) 
Pineapple (no. 2% can) - poten 
Corn, cream style (no. 303 can) ee 
Tomatoes (no. 2% can) 
Peas (no. 303 can) ; 
Baby foods (41, 4% oz.) 
Dried: 
Prunes (lb.) Te ae Pe a a: ‘ 41.1 
Navy beans (lb.) —. a , PP ' 7 i‘ 21.0 
BEVERAGES: 
Coffee (Ib.) — ; - : . 95.0 
Cola drink (6 btle 3.) 25. a 30.0 
Fats & Os: 
Lard (lb.)— ST, 2. 30.0 
Shortening, hydees. (Ib. )_ a 33.: d 39.0 
Salad dressing (pt.) 35.: : 2.0 
Margarine, colored (lb. ). _ oe 29.8 d 35.0 
SucAk & SWEETS: 
Sugar (5 lb.) " 53.: j 59.0 
Grape jelly (12 oz. jar). NOLO, i 41.0 


* Insufficient number of quotations to obtain a reliable average price. 
+ Not reported last month. 
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CURRENT BUSINESS TRENDS IN OREGON 


Retail Trade. Retail trade has improved somewhat in recent 
weeks, but the extent of the improvement is difficult to measure be- 
cause the indicators are so greatly influenced by the fact that Easter 
fell on April 13 this year and March 25 last year. The most recently 
available Portland and other Pacific Coast department-store sales, 
given below, must be interpreted with this in mind. 


1952 through 
Apr. 12 

l —10 

4 —10 

l 


Week Ending 
Apr. 12, 1952 
+9 — 
+17 a 
+24 +1 
+16 +; 
ao 
+ 


4 Weeks Ending 
Apr. 12, 1952 

Portland 

Los Angeles 
San Diego 

Oakland 

San Francisco 

Seattle 

Spokane 
United States 


— 6 
—10 

0 
— 8 
—5 
+ | —7 


+26 
+17 
+19 
+11 


The Bureau of the Census prepares a monthly study to show the 
percentage change in sales of large retail stores in various cities and 
areas in the United States. The only Oregon community included is 
La Grande. The February 1952 sales reported by various stores in 
that city were 3 per cent higher than in February 1951 and 2 per 
cent less than in January 1952. 


Truck Crops. It appears that Oregon farmers will have less 
opportunity to grow truck crops this year than last. Except for sweet 
corn, processors do not wish to expand the acreage they will con- 
tract to accept. Processors’ stocks of green peas, snap beans, and 
beets are larger than a year ago, the carryover of tomatoes is con- 


corresponding periods a year ago. At the end of March, the Oregon 
State Unemployment Compensation Commission estimated non- 
agricultural employment as 431,500, or 3,600 below the same date in 
1951; interestingly, this was almost exactly the same amount as the 
reduction in lumber employment. The highest unemployment in the 
week ending April 3 was in Lake County with 17.5 per cent and the 
next highest was Josephine County with 15.9 per cent; the lowest 
were Columbia with 3.9 per cent and Douglas with 4.2 per cent. 
Lumber. Both orders and shipments of Douglas-fir lumber in 
the Pacific Northwest are running about 10 per cent below a year 
ago. Production has been curtailed by the log shortage caused by 
the severe drought last summer and deep snows this winter. The 
most recent figures for the industry are as follows (thousands of 
feet, board measure) : 
Mar. Feb. 
1952 1952 
200,170 
193,923 
200,928 
1,003,439 
1,003,439 


Mar. 
1951 
203,453 
225,015 
228,652 
945,604 
672,127 


Average weekly production 207 492 
Average weekly orders 192,018 
Average weekly shipments 201,561 
Unfilled orders, end of month 960 638 
Gross stocks, end of month 1,028,349 


The most recent figures for Western pine cover February. In that 
month production was 2 per cent below that of 1951 and orders were 
1 per cent higher. 


Motor-Vehicle Fuels Consumption. Consumption of motor- 
vehicle fuels subject to Oregon tax was 2 per cent higher in Febru- 
ary 1952 than in February 1951. 


siderable, but the carryover of canned corn will be light. ; ; ' 
Business Failures. During the first quarter of this year, there 


were 18 business failures in Oregon, the liabilities of which totalled 
$535,000. During the first quarter of 1951, there 25 with liabilities 
of $297,000. 


Employment. The seasonal improvement in employment con- 
tinued through March and into early April 1952, but the total num- 
ber of persons at work remained slightly below the figures for 


BANK DEBITS 


Bank debits represent the dollar value of the checks drawn against individual deposits. Payment for approximately 90 per cent of all goods, property, and services is by 
check. Bank debits are regarded as indicators of the general trend of business, though their value fur this purpose may be impaired by substantial changes in the level of 
prices. The Bureau of Business Research collects bank debits from 122 banks and branches monthly. On occasion, the totals for the same month in different issues of the 
Review are not directly comparable because of necessary adjustments in basic data. 


Number 
of Banks Debits Debits 
Reporting Feb. 1952 Jan. 1952 
114 $1.143,443,980 $1,229,081 ,.772 
744,204,928 762,489,931 
80,779,492 90 826,794 
105.680.022 120,427,851 
17,487,670 22,327,706 
34,893,986 38,840,382 
12,402,008 18,129,394 
18,484,462 22.0618.311 
25,283,254 28.738.599 
19,268,326 31,859,109 
24,222,206 28.169.759 24,002,852 
11.6003.345 14,059,180 14,258.878 
19,134,281 20.291.756 17,032,435 


Debits Feb. 1952 Compared with 
Feb. 1951 Jan, 1952 Feb. 1951 
$1,051,118,169 + 8.5 
660,835.018 +12.6 
79,255,697 ‘ + 1.9 
101,088,305 —}2.; + 4.5 
16,840,793 y + 3.8 
32,627,187 
11,935,012 
19,698,012 
23,099,682 
23,391,270 


Marketing Districts 
Oregon 
Portland tial Hillsboro, Oregon City, etc.) 
Lower Willamette Valley (Salem, McMinnville, etc.) 7 15 
Upper Willamette Valley (Albany, Corvallis, Eugene, etc.) 
North Oregon Coast (Astoria, Tillamook, etc.) 
Douglas, Coos Bay 
Southern Oregon ( Ashland, Medford, Grants Pass) 
Upper Columbia River (The Dalles, Hood River, etc.) 
Pendleton area ; , 
Central Orezon (Bend, Prineville, Redmond) 
Klamath Fa!ls, Lakeview area 
Baer, La Grande area 
Burns, Ontario, Nyssa 


BUILDING PERMITS 


Building permits give an indication of building operations planned rather than actual construction under way. Care must be taken, in interpreting these data, to allow 
for the lat which may elapse between the issuance of the permit and the beginning of actual construction. The data have been collected by the Bureau of Business Research. 


Additions, 
Alterations 
& Repairs 

Feb, 1952 


New New Non- 
Residential residential 
Feb. 1952 Feb. 1952 


. 1,000 s 3 


T otals 
Feb. 1992 
14,394 18,394 $ 
1,150 1,150 
2,000 11.815 52,315 
7,590 2,550 86,540 
70,150 11,312 163,662 
Fugene 170,500 17,050 70.665 258.215 
Grants Pass 64,540 2,985 19,560 87,085 
La Grande 2,500 2,100 1,600 
Medford 196,720 5,212 14,675 216,607 
North Bend 19,300 6,050 9,750 65,100 
Oregon City 1,450 1,450 3,111 27,295 
Pendleton 8,000 32,100 6,750 315,923 
Portland 188,300 3,146,140 2,212,425 3,048,805 
Roseburg 20,765 12,765 65,762 46,225 
Salem 60,247 360,597 189,696 
Springheld 131.616 111,388 
The Dalles —.... Eee eee ee 76,410 34,075 
17 other communities 113.498 177.775 


$5,164, 244 


T otals Totals 
Jan. 1952 Feb. 1951 
31,878 $ 42,166 
13,475 30.245 
28,775 11,250 
103,187 48,060 
16.300 121,135 
136,769 300,910 
101,180 268,969 
1,460 3.225 
101,913 557 ,389 
34,725 26,050 


Astoria 
Baker 
Bend 
Coos Bay 
Corvall:s 


38,500 
66,400 
82.200 


24,100 
482,300 1,175,540 
14,000 8,000 
272,500 27,850 
120,275 5,800 
67,200 
250,860 74,870 


Total $2,903,395 $1,415,597 $3,400,644 $5,712,586 
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